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INTRODUCTION. 


Farmers’ mutual fire insurance companies represent one of the most 
successful efforts at rural cooperation in the United States. Nearly 
9,000 such companies are in existence, with a total amount of insur- 
ance in force exceeding 54 billion dollars. These companies are 
increasing rapidly in number and size. In some States of the Middle 
West fully three-fourths of all insurable farm property is now 
insured in the farmers’ own companies. Organizations of this 
kind are found in every State except Florida, Mississippi, Louisiana, 
New Mexico, Arizona, and Nevada. 

The organization of a farmers’ mutual insurance company should 
be preceded by a certain amount of preparatory work. The legal 


Notrre.—This bulletin is intended mainly for two classes of readers—those contem- 
plating the organization of a farmers’ mutual fire insurance company and those desiring 
to improve the methods and practices of an existing company. It aims to outline 
principles and methods developed by successful companies of this kind and to set forth 
the advanced ideas held by their officers, rather than to discuss the subject theoretically. 
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step of incorporation should not be taken until as large a percentage 
as possible of the substantial farmers in the community have been 
interested in the undertaking. Twenty-five States now provide in a 
separate chapter or division of their insurance laws for the incorpora- 
tion of farmers’ mutual fire insurance companies. In most of the 
other States it is possible to incorporate such companies under the 
insurance laws referring to fire insurance mutuals in general. 

In any case the organizers are required to set forth in a formal 
paper, usually called articles of incorporation, the name of the pro- 
posed company, the location of its home office, the purpose of the 
organization, the business territory, the conditions of membership, 
a brief outline of the form of management proposed, and the condi- 
tions under which the various provisions outlined in the articles of 
incorporation may be altered or amended. 

As soon as incorporation has been accomplished, a set of by-laws 
should be drawn up. If the articles of incorporation have described 
the nature and purpose of the organization in outline only, these 
same topics should be taken up fully in the by-laws. The machinery 
of management should be provided for and the conditions of insur- 
ance should be carefully stipulated. Detailed provisions regarding 
the routine of the business should be avoided, however, and consider- 
able discretion in these matters should be left to the directors. 


PURPOSE OF THE COMPANY. 


The purpose of the organization should be stated clearly in the 
by-laws. It should be made evident that the object of the company is 
to safeguard its members against the burdens of disastrous losses, 
and that this is to be accomplished in the way that best serves the 
interests of the membership as a whole. This means that the com- 
pany must promote energetically the elimination of preventable 
losses and distribute on an equitable basis the burden from those 
losses that it can not prevent. 

The fact that a company of this kind is organized to prevent disas- 
trous loss burdens does not mean that it should remove all burdens 
from the individuals who suffer losses of property. In all cases a 
reasonable part of the loss should be borne by the owner. It should 
be to his interest, above all others, to have his property remain in 
existence. If the entire loss is assumed by the company, it becomes 
a matter of no economic consequence to the owner whether his prop- 
erty is destroyed or not, and his strongest incentive to safeguard his 
property has been removed. There is also danger that a sight change 
of economic conditions may make it directly to his pecuniary advan- 
tage to have his property destroyed. 
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BUSINESS TERRITORY. 


There has been a growing tendency in recent years on the part of 
legislatures to permit farmers’ mutuals a wide business territory. 
Several States now permit companies of this kind to operate in the 
entire State. The tendency on the part of the companies to avail 
themselves of this privilege has been somewhat less marked. While 
it seems a natural ambition on the part of a farmers’ mutual to desire 
to grow by extension of its territory as well as by adding to its risks 
within the territory already partly covered, there is danger that such 
ambition eventually will lead to less desirable results. One of the 
most important advantages that farmers’ mutuals in general enjoy 
over larger companies is that of a community interest and a com- 
munity pride in the success of the undertaking. Each member dis- 
tinctly feels himself a part of the company. The individual member 
actively promotes the interests of the organization, is anxious to see 
all losers receive equal justice, and is usually satisfied with a reason- 
able settlement in case he himself suffers a loss. These conditions, 
together with the knowledge of one another’s character and business 
affairs, tend to reduce the moral hazard to a minimum. 

Even if a case of overinsurance in a farmers’ mutual should occur 
in connection with property owned by an unscrupulous member who 
would be quite ready to occasion a loss to a large insurance company, 
located perhaps in a distant city, such a member is likely to hesitate 
to throw the loss upon his own neighbors. Thus the moral hazard is 
greatly reduced in the local farmers’ mutual. Many of the local 
mutuals have done business for half a century or more without a 
single lawsuit. Such a record would rarely be possible except in a 
company founded on true cooperation and embodying the principle 
of community interest in some direct form. When risks are con- 
fined to a limited territory the saving in traveling expenses of di- 
rectors, inspectors, and adjusters is also a large item. 


MEMBERSHIP AND VOTING PRIVILEGE. 


All persons whose applications for insurance have been accepted 
should be members of the company in every sense of the word. The 
character of the owner as well as the physical condition of the prop- 
erty should be considered before the application is approved. Once 
his application is accepted and a policy is issued to him, however, the 
new member should be treated in exactly the same way as the charter 
members. 

Active cooperation of all the members should be the aim. The 
annual meeting should be well advertised and, if possible, made an 
interesting and significant community event. Occasionally a set of 
directors and officers are well satisfied to have the members neglect 
the annual meeting, thus leaving to those already in office all responsi- 
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bility, including the question of their own reelection. No intelligent 
or effective cooperation on the part of the membership can be ex- 
pected under such circumstances and it is not conducive to true and 
continued progress, either in the improvement of risks or in the 
strengthening and expanding of the influence and reputation of the 
company. Members who know litle or nothing about the organiza- 
tion to which they belong can hardly be expected to prove effective 
voluntary promoters of its interests. 

A cooperative organization is logically an aggregation of persons 
rather than of wealth. While many plans of voting based on the 
amount of insurance carried are in use by the farmers’ mutuals in 
different States, it is commonly conceded that the simple plan under 
which each member has one vote for each official to be elected, or for 
each measure to be passed upon, is best. 

A somewhat stronger case is presented in favor of the right of a 
member to cumulate his vote upon less than the total number of 
directors to be elected. For instance, if three directors are to be 
chosen, each member is permitted three votes, which he may cast, 
one for each of three men, or two for one man and one for another, 
or all three for the same candidate. This plan is intended to give a 
reasonable representation to a minority faction, if such faction should 
exist. The plan is subject to the possibility of accident, however, 
unless it is combined with the very cumbersome preferential voting 
plan, and under certain circumstances it may make for minority 
control instead of for majority control with minority representation. 
Such an outcome is doubtless rather unlikely, but it is by no means 
impossible. Under the old plan of one vote for each of three candi- 
dates, the minority faction, if there be one, may be left unrepresented, 
but this is certainly less objectionable than to have the control of an 
organization turned over by mere chance to a minority. 

A provision for votes by proxy, without proper safeguards, should 
be avoided. In a number of farmers’ mutuals it has led to unde- 
sirable results. The vote of a member, as a rule at least, should be 
cast in person at the formal gathering of the membership, where the 
yoter’s own opinion can be expressed, and any such opinion based 
upon misunderstanding can be corrected. In a company with a lim- 
ited business territory such a requirement can not be said to be 
unreasonable, so far as the average member is concerned. Individual 
cases may exist, of course, in which persons with sound and settled 
opinions in regard to the company’s affairs find it difficult or even 
impossible to attend a given meeting. If it is thought desirable to 
provide for these exceptions, and if the laws of the State permit, 
voting by mail, under proper restrictions, may be provided for, or 
proxy voting may be permitted with a close limitation upon the 
number of proxy votes that may be assigned to any one member. 
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BOARD OF DIRECTORS. 


The management of the company should be vested in a board of 
directors. The members of this board should be elected on such a 
plan that the term of office of only a part of the directors expires each 
year. Thus the board is a continuous body. The number of the 
directors should be sufficiently large to give. representation to the 
different districts in the business territory, and to assure reasonably 
careful deliberation of questions of policy. If the number is too 
large, however, the transaction of business is likely to be unduly 
retarded by the profusion of opinions, and further, the per diem 
ollowances for board meetings will become a needlessly heavy ex- 
pense. Except where local conditions appear to require a certain 
grouping or distribution of the directors, nine members seem to form 
a board of convenient size. As nine isan odd number, there is no 
possibility of a deadlock when all members are present; at the same 
time a board of nine directors can be divided for election purposes 
into three groups or classes with the same number in each class. 

If fewer than three classes are provided for, the group or class 
arrangement, which is intended to make the board a continuous body, 
becomes of little value, since the policy of the board may be entirely 
reversed by the new members chosen at a single election. The same 
danger may easily appear, even with three classes provided for, when 
the number of directors is either seven or five. With a board of 
seven members, for example, one class would consist of three direc- 
tors and the other two classes of two directors each. In the year 
when the term of the three directors regularly expired a single acci- 
dental vacaney in either of the other two classes would cause a 
majority of the board to be elected at one meeting. 

An opportunity to make a radical change in the management at a 
single meeting might be desirable if a large number of the members 
always attended the annual meetings. But where the attendance is 
usually small, as is frequently the case, one or two dissatisfied mem- 
bers may bring in a few friends and control the meeting. If all or 
a majority of the directors are to be elected at this meeting, the 
affairs of the company may thus be controlled for an entire year by 
men who represent a very small percentage of the membership. On 
the other hand, when only a third of the directors are to be elected 
at one meeting, the opportunity for such an action is removed. Even 
if one small group should control one meeting, there is ample oppor- 
tunity for the membership in general to be informed of the situation 
before the next annual meeting, so that the election of another third 
of the directors by the few disaffected members is readily prevented. 
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While factional difficulties have been rare in the farmers’ mutuals, 
they are by no means unknown. 

Since the directorate represents the members, a vacancy in the 
board should theoretically be filled by election in the manner in 


which the position was originally filled. An extra meeting for the 


purpose of filling such a vacancy, however, involves considerable 
trouble and expense, and it 1s perhaps well to provide that the 
remaining members of the board shall fill the vacancy temporarily, 
the one so selected holding office only until the next regular meeting. 

The board of directors, subject to the articles of incorporation and 
the by-laws, should have full and complete charge of the business 
of the company. The limitations upon its powers provided for in 


the by-laws should be such as affect the broader policies of the com-. 


pany only. Details of administration should be left in general to 
the discretion of the board. Without discretionary powers in these 
matters the directors are not in a position promptly to meet new 
conditions that may arise, nor can they properly be held responsible 
for the efficient management of the company’s affairs. All officers 
and employees should be elected or appointed by the board or its 
representatives and should hold office only so long as they discharge 
their duties faithfully and efficiently. The compensation of all such 
officers and employees should be fixed by the board. Only the com- 
pensation of the directors themselves should be stipulated in the 
by-laws. 


OFFICERS AND COMMITTEES. 


There are good reasons why the regular officers should generally 
be elected by the board from their own number. It is probable that 


the members will have elected as directors the men in the com- — 


munity who are best qualified to transact the company’s business 
for them. Hence to insist that the officers be elected from outside 


the board may deprive the company of the active service of its best 


qualified members. The officers acquire an experience and a practical 
insight into the business which should be made to count in the 
directors’ meetings. Especially is this true of the secretary and the 
president. The duties of the treasurer, however, as ordinarily pre- 
scribed, bring him but little into touch with the actual insurance 
business, and this office may well be held by any responsible person, 
regardless of other connection with the company. An official or 
responsible employee of a local bank often makes a desirable treasurer, 
since he usually has the requisite training and the conveniences for 
keeping accurate accounts with a minimum of labor and expense. 
Moreover, his methods of keeping accounts may give the secretary 
valuable suggestions in regard to the keeping of his books, for, with 
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all-his knowledge of farm risks and mutual insurance principles, the 
secretary is seldom a skilled bookkeeper or accountant. In excep- 
tional cases it may be found expedient to elect a secretary who at 
the time has no farm property to insure and therefore can not be 
a member of the company in a technical sense. He may be a retired 
farmer, for example, who for years has been an active member of 
the company. 

While the directors as a body are responsible to the Hismbars it 

involves needless expense to have them meet to pass upon routine 
business. On the other hand, it is undesirable to leave too much to 
the judgment of a single individual. The best plan, probably, is to 
provide for an executive committee to pass upon all matters of 
importance which are more or less routine in their nature. The 
president, secretary, and vice president properly constitute such a 
committee. The first two are connected actively with the details 
of the business in any case. There seems good reason for making 
the vice president the third member of this committee, since his 
duties as a committee member will keep him in touch with all angles 
of the business and qualify him for the duties of acting president, 
which he may be called upon to perform. By this plan the regular 
meetings of the board of directors may be reduced to about four a 
year. Special meetings of the board should be called whenever any 
extraordinary problems confront the company. 
Another important committee for which all companies should 
provide is an auditing committee. It is almost impossible to over- 
emphasize the importance of a thorough annual audit of the books 
of the company. It is an added incentive to the officers in charge of 
the books to keep their records accurate and in good form. 

While cases of misplaced confidence appear to be rare in companies 
of this kind, nevertheless provision should be made to prevent the 
possibility of misconduct or misuse of funds. Even though the 
reputations of the officers are such that fraud on their part seems 
impossible, it is desirable to maintain sound business practices and 
to guard against insinuations by some disaffected member. The 
officers themselves should insist upon a thorough annual audit as a 
matter of self-protection. It may be desirable to have the books 
audited annually by an experienced accountant, but this involves 
considerable expense. Under ordinary circumstances, especially for 
the company of moderate size, the most practicable auditing com- 
mittee consists of members of the company. In a committee of three 
the chairman and at least one other member should be selected at 
the annual meeting from outside the board of directors. It may be 
well to have the third member selected by the board from their own 
number in order that no needless misunderstandings may arise. 
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APPLICATIONS FOR INSURANCE. 


The most important single problem confronting a newly organ- 
ized farmers’ mutual fire insurance company is that of securing a 
sufficient number of acceptable applications for insurance within a 
reasonable distance of the home office. In passing upon applications, 
the standard applied to risks must vary somewhat with the economic 
development of the community which the company is intended to 
serve. In a new or undeveloped community risks will have to be 
accepted which, in a community more advanced in a material way, 
can and should be rejected. The cost of insurance will be higher, 
of course, in the undeveloped community, but since commercial rates 
for insurance, if protection of this type is available on any terms, 
will also be much higher, the saving through cooperative enterprise 
in fire protection may equal or even exceed the saving accomplshed 
in the more advanced community. 7 

While the standards for the material forms of the risk may thus 
vary to suit the locality, the requirements as to persona! character 
of applicants need not and should not vary. A thriftless or dis: 
henest person has no place in a farmers’ mutual insurance company. 
When an individual is known to have these characteristics, it is the 
duty of the management not only to avoid soliciting his insurance, 
but to reject his application if it should be tendered. Those in 
charge of the company have no right to endanger its stability in 
order to avoid this unpleasant duty. Where mere suspicion of dis- 
honesty exists and the management does not feel Justified in reject- 
ing an application for insurance and membership in the company, 
special precaution should be taken to see that the property is con- 
servatively valued. Even where no suspicion of dishonesty exists, 
due care always should be exercised to avoid the creation of need- 
less temptation through overinsurance, which frequently leads to a 
bad moral hazard. 

With the above statements few, if any, of the men experienced in 
farmers’ mutual insurance will disagree. On the question of whe 
should solicit or accept applications, however, a variety of opinions 
will be found. In about 35 per cent of the farmers’ mutuals all 
applcations are taken by one or more special agents, and in an 
additional 10 per cent of the companies applications are taken at 
least in part by special agents. The other 55 per cent of the com- 
panies restrict the right of taking applications to the directors ex- 
clusively, to the officers exclusively, or to the directors and officers. 

The extent to which the cooperative spirit has been developed 
in the community should be taken into consideration in deciding 
upon a plan for securing business. It is believed, however, that 
the plan of charging the directors with this duty, wherever it can 
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be put into practice, will increase the cooperative spirit. It will 
help to give the organization a broad and firm basis and make it 
more truly a community affair. Under the agency plan, on the 
other hand, there is greater danger that the interests of the com- 
pany will be sacrificed in an effort to secure large applications and 
commissions. 

The compensation for securing business should be a fixed amount 
rather than a percentage of the advance charges collected. The fixed 
amount leaves the one who takes the application unbiased as to the 
valuation and the consequent amount of insurance written. While 
a thoroughly conscientious and unselfish person may refuse to let 
the matter of his own compensation influence his judgment, there 
is no doubt as to the wisdom of eliminating temptation wherever 
possible. 

The application should contain an accurate and fairly detailed 
description of the property to be insured and should also contain 
the proposed member’s formal acceptance of the articles of incorpo- 
ration and the by-laws of the company, together with his agreement 
to meet his share of all losses and legitimate expenses. The latter 
obligation frequently is embodied in a separate assessable note, 
though in most cases where this 1s done it merely adds another paper 
to be cared for, without corresponding advantage. 

The policy or membership fee and the initial premium should be 
forwarded with the application to the secretary, unless a plan for 
periodic settlement of accounts between the company and the person 
receiving the application has been provided. Such applcation, when 
fully and regularly approved by the company’s representative taking 
it, should impose full habilty upon the company until a policy is 
issued or the application has been formally rejected. In the absence 
of such a provision, especially where the secretary does not give 
his full time to the duties of his office, the delay in issuing a policy 
may mean that the applicant goes without protection for some time 
after he has taken: all necessary steps on his part to have his prop- 
erty insured. 

When a conditional or tentative approval by the company’s repre- 
sentative taking the application is provided for in the by-laws, an 
application so approved should not bind the company until finally 
passed upon and accepted at the company’s home office. In any case, 
after due consideration of the application, either a policy should be 
issued and forwarded to the applicant or the application, together 
with the advance charges collected, should be returned promptly 
with formal notice that it has been rejected. The reason for rejec- 
tion should be clearly stated whenever practicable. _ 
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INSPECTION OF RISKS, 


By means of reasonable care in the selection of the risks from a 
physical standpoint, together with precautions to eliminate the moral. 
hazard, it is possible for a farmer’s mutual fire insurance company 
to bring the average annual loss ratio considerably below what would 
-be expected from the experience of larger commercial concerns in- 
suring farm risks. Since the expense item in the annual budget of a 
tarmer’s mutual is easily held below the corresponding outlays of 
commercial concerns, a considerable saving to the members can be 
effected. To stop here, however, is to fall far short of realizing the 
possibilities of a farmers’ mutual] insurance company, The annual 
fire loss in the United States, within as well as outside the farmers’ 
mutuals, is very much higher than it should be, judged by the ex- 
periences of other countries. A large percentage of the fires that 
occur are readily preventable, and there is no better way for the 
company to live up to its purpose of safeguarding its members against 
disastrous loss burdens than to eliminate, as far as possible, all 
preventable losses. | 

The first and perhaps the most important step in a program for 
the improvement of risks and the elimination of preventable losses 
is an efficient system of inspection. Many defects that constitute fire 
dangers could be discovered and removed by a more thorough inspec- 
tion than is now generally made by the representatives of the com- 
pany who take the applications for insurance. It may be doubted, 
however, whether highly satisfactory results can be secured without 
the employment of a special inspector who makes a careful study of 
fire dangers and who inspects thoroughly all risks of the company 
at least every two or three years. It may be found that annual in- 
spection is necesesary for the best results. The experience of other 
classes of mutuals has amply demonstrated that money spent for 
efficient inspection of risks is a wise and profitable investment. 


FORM AND TERM OF POLICY. 


A reasonable uniformity among the farmers’ mutuals in regard 
to their policy forms is undoubtedly desirable and should be en- 
couraged. The advisability, however, of requiring them to use a 
standard policy applicable to all ieee of insurance may be ques- 
tioned. In many instances where the use of the standard policy by 
these companies has been prescribed by State law, they have con- 
tinued to consider the by-laws printed on the back of the policy as 
the real agreement between the company and the insured. 

It is unquestionably a condition essential for success in cooperative 
effort that the agreement between the organization and its members 
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be read and understocd. The standard insurance policies of the va- 
rious States, it must be admitted, are difficult reading for one not 
accustomed to legal phraseology. The provisions contained therein 
regarding manufacturing establishments and their operation are of 
no interest to the members of a farmers’ mutual. These considerations 
appear to have induced the legislatures in a majority of the States 
that have special legal provisions for farmers’ mutual companies 
to exempt such companies from the use of the standard fire insurance 
policy of the State. 

A difference of opinion exists as to the term of years for which a 
policy should be written. A small number of the farmers’ mutuals 
make their policies perpetual in form. The advantages claimed for 
such a plan are that it tends to give permanency to the company, 
and that it saves the expenses incident to the making of renewals. 
However, as the value of a given farm risk changes from time to 
time with the addition of new buildings, the deterioration of old ones, 
increase or decrease in the amount of stock or machinery on hand, 
such a policy, as a rule, will require changing at intervals, making 
it in effect a new contract, even though technically the old policy 
continues in force. There is also the danger that in the absence 
of a specific termination of a policy, the revaluation of the prop- 
erty will be unduly postponed, resulting in cases of overinsurance, 
with the consequent tendency toward a bad moral hazard. The 
duration of the limited-term policies issued by the farmers’ mutuals 
varies from a single year to 10 years. The usual length of term, 
however, is five years, and more than seven-tenths of the farmers’ 
mutuals write their policies for this period of time. 


LIMITING THE SIZE OF INDIVIDUAL RISKS. 


Tt is very important, especially in the early history of a company, 
when the total amount of its risks is relatively small, to mit care- 
fully the amount of insurance written on a single building or on a 
group of buildings subject to the same fire. Not to limit the size 
of the risk is to invite disaster. The exact limit fixed upon such 
single risks must be determined to some extent by the average value 
of farm buildings in the community. It is perhaps safe to say, 
however, that no recently organized company should attempt to 
write more than $2,000 on a single risk. : 

Some provision for sharing the liability involved in the larger 
risks with one or more other companies should be made whenever 
possible. Two ways of accomplishing this division are in vogue. 
One of these is the plan usually referred to as joint or concurrent 
insurance. Under this plan two or more companies issue separate 
policies for specified amounts on the same risk, care being taken that 
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the total amount of the twe or more policies shall be well within the 
actual value of the property. 

The second plan of sharing liabiity with other companies is that 
of reinsurance. Under this plan the original company in the first 
place insures the entire risk, but later makes a contract with another 
insurance company to assume a certain part of the lability. 

The first of these two plans is the more easily apphed, since the 
two or more companies sharing a given risk are practically inde- 
pendent of one another; hence uniformity in practice or approval of 
ene another’s methods is not required. Under the second plan the 
knowledge and approval of one another’s methods and affairs are 
necessary before an agreement for reinsurance can be brought about. 


EVILS OF BLANKET INSURANCE. 


From the point of view of the company the surance written 
should be as specific as possible. The practice of writing blanket 
insurance, that is, of covering a variety of insurable objects by a_ 
single lump sum of insurance, is unfair both to the company and to 
the members with a small amount of property to insure. It enables a 
member owning a large amount of property to protect himself 
against loss with a relatively small amount of insurance. In extremé 
instances all the personal property lecated on several separate farms 
has been thus covered by a single sum of insurance. Since loss of 
more than a small fraction of this property by any one fire is impos- 
sible the owner, vider such a blanket plan, can protect all his per- 
sonal property by an amount of insurance equal perhaps to 10 or at 
most 20 per cent of the value. .A corresponding opportunity to 
secure more protection than is actually paid for is not open to the 
member who has but few items of personal property and these in a 
large measure subject to destruction by a single fire. 

Inasmuch as under the blanket plan the property covered by the 
insurance is invariably out of proportion to the amount of insurance 
written, it makes the assessment per hundred of insurance unduly 
large, and thus in addition to giving an unfair advantage to the more 
wealthy members, it discredits the work of the company by making 
the average cost of protection appear higher than 1s actually the case. 
A number of the farmers’ mutuals have reduced their rate of assess- 
ment materially, while at the same time they have made their assess- 
ments more just, by the simple method of changing their plan from 
one of giving blanket insurance to one of specific enumeration and 
valuation of the various kinds of property covered by the contract. 
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LIABILITY OF THE COMPANY AND OF THE INSURED. 


Even large legal-reserve companies find it necessary in their con- 
tracts to exempt themselves from lability for losses due to such 
catastrophes as invasion, insurrection, riot, or civil war. A local 
mutual is, of course, even less capable of assuming liability for loss 
caused by such disasters, in which the destruction of property may 
surpass all expectations or estimates for which an insurance company 
can reasonably make provision. Since the destruction by windstorm 
of a building in which hght and heat are used involves the proba- 
bility of fire resulting from the fall, it is proper for the company to 
arrange for exemption from lability in the case of such fire loss. The 
insured should rely upon windstorm insurance for indemnity against 
loss primarily due to the windstorm hazard. 

A few farmers’ mutuals limit their hability for indemnity in case 
of all losses, whether total or partial, to three-fourths of the value of 
the property. Where the insurance written is limited to three- 
fourths of the actual value of each risk, as is here advocated, the 
member suffering a total loss bears one-fourth of the loss himself. 
A part of a partial joss can be borne by the insured with even less 
hardship. Prevailing practice requires full indemnity in the case 
of partial losses, however, up to the amount of the insurance carried, 
and this practice has been recognized in the accompanying by-laws. 

The main reason for not embodying in the accompanying by-laws 
the more logical practice of three-fourths indemnity in all cases is 
the danger that unfair competition might result. In spite of its 
reasonableness, the practice offers an opportunity for agents of com- 
peting companies to allenate members who have suffered partial loss, 
by pointing out to them the greater indemnity that would have been 
paid by another company. A recent loser is likely to overlook the les- 
sened cost of insurance resulting from the three-fourths provision, in 
his contemplation of the greater indemnity that he would have re- 
ceived under the full indemnity plan for partial losses which another 
company offers. He is not reminded, and may himself forget, that 
as a total loser he would be required to bear part of his own loss in 
either company. Hence, until insurance companies in general agree 
to adopt a better practice, it may be disadvantageous for a local 
mutual to adopt the three-fourths plan. Where a company already 
has adopted such a plan, however, and where the members under- 
stand and appreciate the closer approach to justice given thereby, it 
should be continued. 

The liability of the insured is either limited or unlimited. Un- 
limited liability in this case means that a member binds himself to pay 
his pro rata share of all losses and legitimate expenses of the com- 
pany. Many persons have objected to this unlimited liability feature 
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in farmers’ mutuals, although about seven-tenths of the companies 
are doing business successfully under this plan. It is argued that the 
apparently impossible might yet come to pass, that is, that losses in 
such number and amount might be experienced by a company that 
the necessary assessments would bankrupt the members who had not 
suffered fire losses. The fact is that in a farmers’ mutual company 
with a reasonable number of risks, located on separate farms, any- 
thing corresponding to a conflagration loss is inconceivable. The 
only exception would seem to be a frontier community in which ex- 
tensive prairie or forest fires were still possible. | 


REDUCTION AND CANCELLATION OF INSURANCE. 


Inasmuch as the value of the insured property of a farmer changes 
from time to time, it becomes necessary to provide in the contract for 
readjustment in the amount of insurance. The opportunity for such 
readjustment should be open to the insured as well as to the com- 
pany. The contract should provide also for the cancellation of the 
policy at the option either of the company or of the insured. No at- 
tempt should be made on the part of the company to retain a man 
who no longer desires to be a member, and it is absolutely necessary 
for the safety of the company to reserve the right arbitrarily to can- 
cel any policy upon giving fair notice. The reasons for the com- 
pany’s wish to cancel may be perfectly valid from a practical stand- 
point and yet be of such a nature that they can not be argued with 
the insured. Such is the case in practically every instance where 
a bad moral hazard is discovered. 

When cancellation takes place at the initiative of the insured, it 
is reasonable to charge him a short-term rate which is higher than 
the pro rata cost for the whole term of the policy. This is merely 
a proper recognition of the expense that the company has incurred 
in placing the insurance upon its books. The balance, if any, of the 
advance charges paid by the member, after the deduction of such 
short-term rate, should be returned. The by-laws should provide, 
however, that in case of voluntary cancellation by the insured follow- 
ing heavy loss experiences, he must be held liable for his share of all 
losses and legitimate expenses incurred by the company before such 
cancellation. Unless this is provided for there is the possibility that 
a member may cancel his policy because unusually heavy losses have 
been incurred which will make the next assessment higher than the 
average. 

When, on the other hand, cancellation takes place at the initiative 
of the company, only the pro rata cost of insurance for the time pro- 
tection has been given should be deducted from any advance charges 
paid by the insured. If a short-term rate is apphed under these 
conditions the insured is likely to feel that he has been mistreated 
and wilfully defrauded. 


A FARMERS’ MUTUAL FIRE INSURANCE COMPANY; aS 
FEES AND ASSESSMENTS. 


A reasonable policy fee, or membership fee, should be provided 
for in the by-laws. This fee is usually large enough at least to com- 
pensate the representative of the company who takes the applica- 
tion and makes a survey of the risk. 

Apparently many of the farmers’ mutuals, in their early history, 
followed the plan of levying assessments after each material loss, 
and a few companies still adhere to this plan. It has been found, 
however, that after a company has reached a fair size this plan proves 
needlessly burdensome to the officers and also involves unnecessary 
expense in notifying members of their assessments and in receipting 
for these assessments when paid. The members themselves fre- 
quently find it annoying to be called upon for small assessments several 
times during the year. Other companies have adopted the plan of 
borrowing money with which to pay losses as they occur, and levy 
an assessment sufficient to repay the loans at the close of the busi- 
ness year. 

An increasing number of farmers’ mutuals, however, are adopting 
the plan of requiring the prepayment of an initial premium at least 
equal to one year’s average cost and then collecting at the beginning 
of each succeeding year of the policy term an annual assessment in 
advance. This plan not only obviates frequent assessments but also 
eliminates much of the trouble occasionally experienced in enforcing 
payment by delinquent members. The fact that a reasonable amount 
of money is always on hand in the treasury of the company further 
tends to inspire confidence in the organization both on the part of the 
members and on the part of business men with whom the company 
or its policy holders may wish to deal. 

Where the annual prepayment plan has been adopted the initial 
premium as well as the successive annual assessments should be based 
on a liberal estimate of the needs of the company for the coming 12 
months, taking into consideration any funds already on hand. 
Should it be found, however, that the funds have become exhausted 
some time before the next regular assessment, the management should 
not hesitate to make good the deficiency by levying a special assess- 
ment upon all risks insured at the time of the occurrence of the 
unusual losses that exhausted the company’s funds. | 

In the case of special assessments, as well as in the case of all 
regular assessments when levied in arrears, it is important that the 
payment of all dues be enforced in a businesslike manner. Several 
companies have suffered loss of reputation, and subsequently of mem- 
bership, because of their failure to take prompt and effective meas- 
ures to enforce their assessments. Once it is understood that the 
management of the company means what it says in its assessment 
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notice, little trouble is experienced in the collection of its dues, except 
perhaps from renters who have removed their insured personal prop- 
erty to some other State or locality. 


CLASSIFICATION OF RISKS. 


With relatively few exceptions the farmers’ mutual fire insurance 
companies of this country hitherto have charged the same rate for 
2ll classes of farm property. In explanation of this practice 1t may 
be said that little information has been at hand on which a classifi- 
eation of the various kinds of farm property could be based. Tt alse 
has been argued, for example, that while a barn may involve a 
greater fire hazard than a dwelling, each member, as a rule, owned 
and insured one building of each kind; hence little imjustice was 
done by taking the more hazardous barn at the same rate as the less 
hazardous dwelling. Especially, it has been argued that the classi- 
fication of property would involve an undesirable amount of addi- 
tional work for the officers of the company, particularly for the sec- 
retary in making out his netices and records of assessments. The 
amount of insurance on each class of risk would have to be multi- 
plied by its particular rate and then the sum of these products ascer- 
tained for each policy, while under the current practice the deter- 
mination of a member’s assessment involves but a single calculation. 

In spite of these arguments, all of which must be admitted to 
have more or less weight, a reasonable classification of risks is re- 
quired by considerations not only of justice but also of expediency. 
There is, after all, a very considerable difference in the nature of 
the property offered for insurance by different farmers. In one case 
the more hazardous barn may be worth twice as much as the less 
hazardous dwelling, and in another case a reverse relation between 
the two may exist. One farmer insures a large number of live stock 
and another does not. Still further, experience is bringing out 
more and more clearly that farm buildings put to the same use are 
by no means equally hazardous. The material of which they are 
constructed, the location with regard to other buildings, the ab- 
sence or presence of proper lightning rods, very materially affect the 
fire hazard. In fact, this differentiation of risks with reference to 
the fire hazard is increasing rather than decreasing as the community 
progresses from an economic standpoint. While in the past prac- 
tically all farm buildings were built of wood with shingle roofs, an 
increasing number of buildings are now constructed of brick or 
stone, while slate, tile, or metal roofs are even more frequent. The 
larger commercial companies, and also the larger mutuals that either 
classify or carefully select their risks, are making increased efforts 
to secure as risks farm buildings so constructed that the fire hazard 
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isreduced toa minimum. Unless the local farmers’ mutual is willing 
to make concessions from its average rate for a risk of this kind, 
such risk is likely to be lost to the company. Furthermore, by giv- 
ing reasonable concessions in its charges on desirable risks, the com- 
pany offers a strong inducement to the farmer to improve his prop- 
erty by eliminating needless fire dangers. 

A suggestive classification of farm property will be found in the 
accompanying by-laws. If an initial premium proportionate to the 
hazard is charged, and this premium is used as the basis for all assess- 
ments on the plan also provided for in the by-laws, the added work 
imposed upon the secretary by classification will be very small. Such - 
a classification will enable a company to make more equitable charges 
for insurance, to safeguard itself against competition, and to encour- 
age the improvement of its risks. , 

The method of handling the classification is further explained by 
the application and policy forms attached. In the space in the appli- 
cation for summarizing the insurance by classes will be found sug- 
gestive rates for each class. These rates, like the classification itself, 
will need adjustment in many instances in order to reflect, as nearly 
as may be, both average insurance cost and relative hazards on the 
different classes. 


SETTLEMENT OF LOSSES. 


The duty of the insured to prevent and to limit fire losses as far as 
possible should be clearly expressed in the by-laws. A. provision 
should also be made to the effect that a sworn statement may be 
required of the insured as to his knowledge and belief in regard to the 
cause of the fire and the amount of damage or loss. Arbitration 
should be provided for to settle difficulties that may arise as to the 
amount of indemnity due. The simplest and perhaps the most satis- 
factory way of arranging for this arbitration is to have the company 
and the insured each select one member of the arbitration board, and 
then require the two so chosen to select a third member. 

The cost of the arbitration should be borne equally by the company 
and the insured. It is sometimes argued that the party who, accord- 
ing to the findings of the board, is proven to have been in the wrong 
should pay the entire cost of arbitration; or, in other words, that the 
cost should be borne by the insured unless the award previously 
offered by the company is increased by the decision of the board. 


_When such a provision exists, however, it frequently causes the arbi- 


tration expenses to influence the action of the board in a needless and 
unwarranted manner. It is felt, for instance, in the case of a member 
with modest resources who may have been honestly mistaken as to the 
value of the destroyed property, that circumstances justify the rais- 
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ing of the previous award of the company by a very small amount in 
order to throw all expenses of arbitration upon the party which can 
better afford to bear them. Such action, however, is decidedly unfair 
to the company. ‘The addition to the award and the expenses of 
arbitration may not in themselves be serious considerations, but by 
having its original award set aside the company’s reputation for 
fairness in the settlement of its losses is unjustly undermined. _ 

The damage by fire or hightning to a given piece of property often 
appears to the owner much more serious than it really is. ‘For this 
reason a provision to the effect that the company may satisfy the 
claim against it by repairing or rebuilding frequently proves of value. 


RESERVE. 


The question of whether a farmers’ mutual insurance company 
should aim to establish and maintain a reasonable reserve fund is 
closely related to the question of advance or post assessment already 
discussed. The reservé problem, however, leads still further into 
the question of how far the farmers’ mutuals shall imitate the plan 
now imposed by law upon all capital-stock insurance companies and, 
in general, upon larger mutuals; namely, that of maintaining a cer- 
tain reserve proportionate to the amount of business transacted. It 
is frequently held that to build up a reserve fund deprives the mem- 
bers of capital which each member might as well have in his own 
possession until it is needed by the company. The truth of the 
argument, so far as it goes, must be conceded. However, the neces- 
sary additional amount to be contributed by each member in order 
to build up a reasonable reserve is so small that it can not affect 
seriously the business operations or the prosperity of the individual 
members. 

A reasonable reserve in the treasury of the company, on the other 
hand, performs a very useful function by equalizing the assessment 
from year to year. In case unexpectedly heavy losses should be ex- 
perienced it may thus prevent dissatisfaction on the part of the mem- 
bers. In an extreme case it may even save the company from dis- 
solution. The opinion appears to be growing among farmers’ mutual 
insurance men that under a plan of annual assessments a reserve 
of about $3,000 per million of insurance in force is useful as a shock 
absorber in the loss experience of the company. 


AMENDMENT OF BY-LAWS AND ARTICLES OF INCORPORATION. 


The by-laws, as well as the articles of incorporation, should pre- 
scribe carefully the method of their own amendment. A reasonable 
permanency in the company’s plans and methods doubtless requires 
that something more than a mere majority of favorable votes should 
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be necessary to bring about an amendment. The percentage of 
favorable votes required should not be so large, however, that a rela- 
tively small number of members, aided by mere inertia or the atti- 
tude of opposition to all change on the part of other members, can 
block a desirable reform. A three-fifths majority represents a suit- 
able requirement for amendment to the by-laws. The majority re- 
quired for change in the articles of association logically should be 
slightly higher. Even here, however, two-thirds rather than three- 
fourths is believed to constitute a reasonable majority. 

- No amendment should be passed without due warning to the mem- 
bers that a change is contemplated. Such warning may be provided 
for by requiring that a notice of a proposed amendment shall be sent 
to every member a reasonable time before the meeting at which the 
amendment is to be considered. This special notice may properly be 
omitted only when an amendment has been formally acted upon 
and recommended by a majority vote at a regular or regularly 
called meeting of the members preceding that at which final action 
is contemplated. eis | 


SUGGESTIVE ORGANIZATION AND BUSINESS FORMS. 


The accompanying suggestive articles of incorporation, by-laws, 
application, and policy embody the principles emphasized in the pre- 
ceding pages. In many States it will be necessary to modify them to 
conform to local conditions and to comply with legal requirements. 
The advice of the State insurance commissioner should be freely 
sought in all cases of serious doubt. Especially is such consultation 
necessary when the question concerns the laws, or the interpretation 
of the laws, regulating insurance in the State. Even when changes 
are necessary, however, it is believed that the accompanying sug- 
gestive organization and business forms will be found useful.t 


1So far as its facilities permit, the Office of Markets and Rural Organization of the 
United States Department of Agriculture is ready to assist individual rural communities 
both in the formation of new organizations and in the improvement of existing insurance 
companies. 
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ARTICLES OF INCORPORATION. 


FARMERS’ MuTUAL FIRE INSURANCE COMPANY. 


We, the undersigned, residents of County, State of » who 
severally own property within said County, having a total insurable 
value of dollars, which we desire to insure, said property consisting of 
separate risks, hereby associate ourselves together as a body corporate, 
and for that purpose subscribe to and adopt the following articles of incorpora- 
tion: 

ARTICLE I. The name of the corporation shall be 
Insurance Company. 

Art. II. The principal office of this company shall be located in 

Art. III. The business of this company shall be to safeguard its members, so 
far as possible, against property losses by reason of, fire or lightning, and to 
distribute among all the members, on the mutual-insurance plan, any loss by 
fire or lightning which may occur in spite of all reasonable precautions. 

Art. IV. The business territory of this company shall be confined to 

ArT. V. Membership in this company shall be limited to persons who own or 
have a substantial interest in farm or country risks or similar detached risks 
within the limits of cities and villages which may be insurable under the rules 
of the company, in compliance with the laws of the State of 

Art. VI. The management of this company shall be vested in a board of 
nine (9) directors, who shall be elected for such term and in such manner as 
the by-laws shall provide. i" 

Art. VII. These articles of incorporation may be amended by a two-thirds 
vote of the members present at any annual meeting or any regularly called special 
meeting (a quorum being present), at least thirty (30) days’ notice of such 
proposed amendment having been given. 

ArT. VIII. The duration of this corporation shall be vears. 

ArT. IX. Until the first regular meeting of the members, the following shall 
act as a board of directors: 

(Name. ) (Address. ) 


Farmers’ Mutual Fire 


No 


Mg 


Ete. 


Signed (by incorporators) : 
(Name. ) . (Address. ) 


Bene 


Ee; 


2 
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BY-LAWS. 
FARMERS MuotruaL Fire INSURANCE COMPANY. 


SECTION 1. Purpose. 

The purpose or object of this company shall be to protect its members against 
property losses from fire or from lightning. In the accomplishment of this 
purpose the company shall employ the following means: ; 

First, careful periodic inspection of the property insured, followed by advice 
and warnings against fire dangers, and, when necessary, by orders for the im- 
provement of bad risks; also, so far as possible, the general enlightenment of 


_its members on matters of safe construction and proper maintenance and care 


of property in order to avoid danger of loss or damage. 

Second, the distribution among its members on the mutual-insurance plan 
of any loss caused by fire or lightning which may occur in spite of all reason- 
able precautions. 

Sec. 2. Property that may be insured. 

This- company shall insure only farm or country property consisting of de- 
tached dwellings and their contents; farm buildings, including silos, and their 
contents; farm machinery; vehicles; grain and hay in bin, stack, or loft; and 
live stock; and detached risks of similar hazard within the corporate limits of 
cities or villages, not less than 100 feet distant from all other risks in places 
lacking adequate fire protection, and not less than 50 feet distant in places 
having efficient fire protection: Provided, That no property of any class not 
considered reasonably safe by the board of directors or their representatives 
shall be insured: And provided further, That old and dilapidated structures, 
buildings wherein fire is used and the fiues are defective or dangerous, paint- 
ings, jewelry, money. or securities or other evidences of ownership or of credit, 
shall in ne case be insured by this company, 

Sec. 3. Membership and meetings. 

(a) MreMBERSHIP.—The membership of this company shall comprise all per- 
sons who have property insured therein. 

(bo) ANNUAL MEETING.—The annual meeting of the company shall be held on 
the third Tuesday in January of each year, in the city of ————. ‘The exact 
place and hour of meeting shall be designated by the executive committee here- 
inafter provided for. Notice of such meeting shall be sent by the secretary to 
each member at least 15 days before the date of the meeting. 

(c) SPECIAL MEETINGS.—Special meetings of the company shail be called 
whenever the board of directors by a two-thirds vote shail so order, or when- 
ever one-fourth of the members shall petition for such meeting. 

(a) VeTING PRIVILEGE._-Hach member shall be entitled to one vote on all 
questions arising at the annual or special meetings of the company. No vote 
by proxy shall be allowed. 

(e) Quorum.—At all annual or special meetings of the company 15 members 
shall constitute a quorum, 
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Sec. 4. Directors. 


(a) ELECTION AND TERM.—At the first annual meeting of the company nine 
directors shall be elected to succeed those designated as a temporary board 
in the articles of incorporation. The directors so chosen shall be divided by 
lot into three classes of three directors each. Those in class 1 shall hold office 
for one year; those in class 2 for two years; and those in class 3 for three years. 
At all subsequent annual meetings three directors shail be elected, to hold 
office for a term of three years, or until their successors are elected. 

(b) MrtHop oF FILLING VACANCIES.—Vacancies in the board of directors may 
be filled temporarily by the remaining members of the board. Persons .so 
chosen shall hold office until the next annual meeting, when such vacancies 
shail be filled by election for the unexpired term. 

(c) PowrERs AND pUTIES.—The board of directors shall have charge of all the 
business of the company. They shall hold meetings at such times and places 
as they deem necessary. They shall elect the officers of the company. They 
shall direct the levying of all assessments and shall appoint, or authorize the 
appointment of, all inspectors, adjusters, and other employees of the com- 
pany. They may divide the business territory of the company into districts 
“and apportion among themselves the agency and supervision of these districts 
in such manner as will best serve the interests of the company. They shall 
designate depositories for the company’s funds. 

(d) QUORUM AT BOARD MEETING.—Five directors shall constitute a quorum 
at a board meeting. 


SEc. 5. Officers. 


(a) TITLES, ELECTION, AND TERM.—The officers of this association shall con- 
Sist of a president, a vice president, a secretary, and a treasurer, and shall 
be elected by the board of directors from their own number: Provided, That 
the office of treasurer may, by a two-thirds vote of the board, be filled by any 
competent and trustworthy person without reference to other connection with 
the company. If the treasurer is not a direetor, he shall attend and be 
heard at the meetings of the board, but shall have no vete at such meetings. 
Kach officer, unless removed by a two-thirds vote of the board, shall hold 
office for one year or until his successor has been elected and qualified. 

(b) DUTIES OF THE PRESIDENT.—The president shall preside over all meet- 
ings of the board of directors. He shali also eall to order all meetings of 
the company and shall preside until a temporary chairman has been elected. 
He shall sign all policies, vouchers, or orders issued by the company, and 
shall perform such other duties as are usually performed by such officer, 
or as the board may assign to him. [Ft shall also be his duty to see that the 
auditing committee hereinafter provided for does its work, and to fill by ap- 
pointment any vacancies in this committee that may occur. 

(c) DuTIzS OF THE VICE PRESIDENT.—The vice president, in addition to his 
duties as a member of the executive committee hereinafter provided for, shall 
_perform all the duties of the president during the absence or inability of that 
officer. 

(d) Durtes oF THE SECRETARY.—The secretary shall keep a complete and 
accurate record of all transactions of the company. He shall write and sign 
all policies, vouchers, or orders issued by the company. He shall, under the 
direction of the board of directors, have charge of the levying of all assess- 
ments and the collection of these assessments and any other money due the 
company, and shall turn over all money so collected to the treasurer, He 
shall make a complete and accurate report of the year’s business at each 
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annual meeting of the company, and shall perform such other duties as the 
board may assign to him. 

(e) DUTIES OF THE TREASURER.—The treasurer shall, under the direction of 
the board of directors, have charge of all the funds of the company. He shall 
deposit said funds in the depository or depositories designated by the board, 
He shall pay all vouchers or orders properly attested by the secretary and the 
president and shall make a complete and accurate report of the finances of the 
company at each annual meeting. 

(f) Bonps.—The secretary and the treasurer, before entering upon their 
respective duties, shall each give bond in such sum and in such form as shail 
be required by the board. 


Src. 6. Committees. 

(a) EXECUTIVE COMMITTEE.—The president, secretary, and vice president shall 
constitute an executive committee, which shall exercise such powers and per- 
form such duties as may be delegated or imposed by the board of’ directors, or 
as in these by-laws provided. 

(b) AUDITING COMMITTEE.—The members shali at each annual meeting elect 
two competent persons, who, together with a third person selected by the board 
from their own number not later than December 31 of the current year, shall 
constitute an auditing committee. Said committee shall audit carefully all 
books and accounts for that year and report their findings at the next annual 
meeting. A special audit of such books and accounts by an expert accountant 
may be ordered by the members at any annual meeting or any regularly called 
special meeting. Such special audit may also be ordered at any time by the 
poard of directors. | 


Sec. 7. Salaries. 

(a) SALARIES OF DIRECTORS.—Each director shall receive $2 per day and neces- 
sary expenses for such time as he actually spends in transacting the business 
of the company. The compensation for taking applications for insurance shall 
be equal to the policy fee provided for in section 12, and no per diem shall be 
allowed directors for such services. 

(b) SALARIES OF OFFICERS AND EMPLOYEES.—The officers and employees of the 
eompany shall receive such reasonable compensation as the board of directors 
shall determine: Provided, That no officer who is also a director shall receive 
pay both as a director and as an officer for the same service. 


Sec. 8. Applications for insurance. 

(a) RECEIVING APPLICATIONS.—It shall be the duty of the directors, each in- 
his own community, or in such district as the board shall designate, to receive 
and at their discretion to solicit applications for insurance from all persons of 
good character and reputation who are the owners of property insurable under 
the rules and regulations of this company. All such appiications must be ap- 
proved and signed by the director before being forwarded to the secretary and, 
unless otherwise ordered by the board, must be accompanied by the policy fee 
and initial premium hereinafter provided for. Before indicating his approval 
of an application the director shall satisfy himself by means of careful personal 
inspection and survey that the description of the property is correct and that the 
risk is in all respects a desirable one; or if serious defects are found he shali 
see that these are remedied before his approval is given. In case of less danger- 
ous defects that can not be readily remedied, or that the owner is unwilling to 
go to the expense of removing, the director shall, if it seem to him proper, give 
the application his conditional approval. accompanying the application with a 
full and accurate statement of his reasons for such conditional approval. 
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(b) FINAL APPROVAL BY THE COMPANY.—An application reaching the secretary 
with the conditional approval of a director shall be passed upon by the executive 
committee before a policy is issued to the maker of such application. An applica- 
tion received with the full approval of a director may, unless the board other- 
wise orders, be passed upon by the secretary, who, in case no errors or incon- 
sistencies or other reasons for delay or for reference to the executive committee 
are discovered by him, shall promptly issue a policy on the basis of said applica- 
tion and forward such policy to the applicant. 

Src. 9. Special inspection of property. 

At least once every three years the property insured shall be thoroughly 
inspected by a competent person employed by the company as special inspector. 
Said inspector shall carefully examine the fiues of all dwellings or other build- 
ings wherein fire is used, note the placing and the condition of stoves and fire- 
places and the disposition of ashes therefrom, inquire into the system or method 
of lighting buildings, examine all lightning rods, and ascertain if fences are 
properly grounded. He shall take careful notice of any and all defects or 
dangerous practices. He shall also note the presence or absence of means of 
combating a fire, such as readily available water supply, or chemical extin- 
guishers, and suitable ladders by means of which the top of the roof can be 
quickly reached. He shall advise with the insured concerning the general im- 
provement of the risks, and shall recommend specific measures for the removal 
of conditions materially increasing the hazard thereof. He shall report to 
the company, upon blanks furnished him for that purpose, the condition of each 
member’s risk or risks, together with the recommendations, if any, made by 
lim for the removal of dangerous conditions. Refusal or neglect on the part 
of the insured to carry out specific recommendations of the inspector may, in 
the discretion of the board of directors or their representatives, be made cause 
for the cancellation of his policy or policies. 

Sec. 10. General conditions of insurance. 

(a) TERM OF PoLICy.—Except as hereinafter provided, all policies shall be 
written for a term of five years, and shall date from the date specified in 
the application. An application which has the full approval of a director 
shall cause the insurance applied for te be in full force and effect from the 
date specified therein, unless and until such application is rejected by the 
executive committee and notice thereof given to the applicant. An application 
with the conditional approval of a director shall impose no liability upon the 
company until approved by the executive committee. 

(b) Limits TO THE AMOUNT OF INSURANCE.—The directors of this company 
shall exercise due care to prevent the insurance of any property for more 
than three-fourths or less than one-half of the cash value of the property: 


Provided, That until the company has $500,000 of insurance in force no single 


risk or group of property subject to one and the same fire shall be insured 


for an amount greater than $1,500, nor shall such maximum single risk exceed 
$2,000 until the company has $1,000,000 of insurance in force, nor shall it 
later exceed two-tenths of 1 per cent of the insurance in force: And provided 


further, That the insurance placed on live stock shall not exceed an amount 


per head of $200 on horses, $60 on cattle, $15 on hogs, and $10 on sheep. 

(c) LIABILITY OF THE COMPANY.—This company shall in no case be liable 
for loss or damage from other cause than that of fire or lightning, nor for 
more than the actual cash value of the property at the time of the loss, nor 
shall it be liable for loss caused directly or indirectly by invasion, insurrec- 
tion, riot, or civil war, or by order of any civil authority. If a building or 


any part thereof fall, except as the result of fire or lightning, the insurance 
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by this company on such building, or on its contents, shall immediately cease. 

(ad) LIABILITY OF THE INSURED,—The liability of the insured shall be limited 

to his pro rata share of the losses and expenses of the company, plus a 
reasonable contribution to the reserve. 
- (e) JOINT OR CONCURRENT INSURANCE.—Property insured in this company 
shall not be insured in other companies except with the written consent of 
this company. Where joint insurance is permitted, this company shall be 
liable only for such part of the loss as the insurance carried in it represents 
of the total insurance carried on the property, whether the insurance carried 
in the other company or companies is valid or not. 

(f) INSURANCE TO BE SPECIFIC.—Buildings shall be separately described, 
and the value of each building and the amount of insurance thereon shall 
be stated in the application and in the policy. The value of each class of 
other property and the amount of insurance thereon shall be similarly stated. 

(g) FALSE STATEMENT BY APPLICANT.—A false description of the property by 
the applicant or any false statement by him, either in regard te ownership or 
relative to any other material fact, shall render the insurance on the property 
in question void. 

(h) SALE OF PROPERTY AND TRANSFER OF POoLICY.—The sale of insured prop- 
erty shall immediately suspend the insurance thereon, and unless application 
for transfer of the policy is received and accepted within 10 days after the 
date of sale, the policy shall be canceled. <A policy may be transferred or 
assigned by obtaining the consent of the company and paying a fee of 590 
eents. : 

(i) REMOVAL OF PROPERTY AND CHANGES IN FORM OR USE.—The permanent 
removal of personal property, or any change or alteration in the form, occu- 
paney, or use of a building affecting it as a risk by increasing the fire hazard, 
shall render the insurance thereon void, unless the consent of the company 
has been previously obtained for such removal or change. 


Sec. 11. Reduction and cancellation of insurance. 

(a) ACTION BY THE INSURED..-A member may at any time, upon written 
request to the secretary and the payment of all valid claims against him, 
have his policy canceled. He may also, upon showing cause, have the amount 
of his policy reduced. 

(b) AcTION BY THE comMPpANy.—The company may, upon five days’ notice, 
for refusal to remedy dangerous conditions, or for any other cause deemed 
sufficient by the board of directors or their representatives, cancel any policy 
or any part thereof. 

(c) RETURN OF UNEARNED PREMIUM OR ASSESSMENTS.—When cancellation 
takes place at the request of the insured the company shall return such part 
of the premium or last regular assessment as remains after the deduction of 
one-eighth thereof for each month or major fraction of a month that has 
elapsed on the current policy year: Provided, That shouid the pro rata cost 
of insurance for such period exceed the short-term rate above prescribed, the 
actual pro rata cost shall be deducted. Whén cancellation takes place at the 
initiative of the company, such part of the premium or regular assessment 
shall be returned as is proportional to the unexpired part of the current policy 
year. 

Sec. 12. Fees and assessments. 

(a) Poticy FEE AND INITIAL PREMIUM.—A policy fee of $1.50 and an initial 
premium to be fixed by the board shall be paid by the applicant, or satisfac- 
tory security for their payment shall be given by him, at the time of making 
application for insurance, For additional insurance a member shall be charged, 
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in addition to the initial premium, a policy fee of 75 cents when the additional 
insurance applied for is $500 or less, and $1.50 when the sum applied for is 
greater than $500. 

(b) REGULAR ASSESSMENT.—Not later than October 20 of each year the board 
of directors shall determine the rate of assessment for that year, -basing such 
rate upon past experience as to the needs of the company. Said assessment 
shall be due on or before November 30 of the same year. Policies written on 
or after December 1 of the previous year and before June 1 of the current year 
shall be subject to the regular assessment of the current year and to three 
succeeding regular annual assessments. Policies written on or after June 1 
of the current year and before December 1 of the current year shall be exempt 
from the regular annual assessment of that year, but shall be subject to four 
succeeding regular annual assessments. | 

(c) SPECIAL ASSESSMENTS.—Should unexpectedly heavy losses occur which can 
not be met by the funds on hand, supplemented at the discretion of the board of 
directors by a sum not exceeding two-tenths of 1 per cent (i0%) of the in- 
surance in force, which may be borrowed, a special assessment shall be levied 
on all policies in force at the time of such loss or losses. 

(d) Novice oF ASSESSMENT.—Not later than November 1 of each year the 
secretary shall, by letter directed to the post-office address given in the appli- 
eation, or to the latest address, if he has been informed of a change, notify 
the member of the amount due from him. He shall also include with this 
notice such information bearing upon the business of the company as may be 
considered of practical interest and value to the member. Should the member 
continue to neglect or refuse to pay such assessment for 10 days after the 
assessment has become due, thé secretary Shall send by registered mail a second 
notice, adding 25 cents to the assessment to cover the extra work and expense 
occasioned by the member’s neglect. 


Sec. 13, Suspension, forfeiture of membership, and reinstatement. 

(a) SUSPENSION OF PoLiIcy.W—The sending of the two notices described in 
paragraph (d) of section 12 shall constitute legal notice, and unless payment 
is received within 10 days after the sending of the second notice the policy in 
question shall stand suspended until the assessment is paid. The company 
shall not be liable for any loss suffered by the holder of such policy during the 
period of suspension, nor shall the later acceptance of the full assessment 
render the company liable for such loss. The part of the assessment corre- 
ponding to the cost of insurance for the period during which the policy was 
suspended shall be considered a penalty for delinquency. 

(b) FoRFEITURE OF MEMBERSHIP.—One month after the second notice, a policy 
stili remaining suspended shall be canceled, and the holder shall be dropped 
from membership in the company. Such cancellation shall in no way release 
the former member from any debt already incurred to the company. 

(c) REINSTATEMENT.—A person haying forfeited his membership under the 
provisions of paragraphs (a) and (b) of this section may, at the discretion of 
the board of directors, upon proper application for reinstatement, the payment 
of past dues, if any, the acceptance of a new policy, and the payment of the 
regular policy fee and initial premium, have his membership restored. 

Sec. 14. Classification and rates. 

(a) CLASSIFICATION.—Property insured by this company shall be classified as 

follows, the contents of buildings taking the same Classification as the 


* Where the State law specifically provides the manner in which the insurance liability 
may be terminated and no suspension of a policy is provided for, direct cancellation 
Without preylous suspension may be necessary. 
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building in which they are kept: Provided, That the board of directors shall 
have power to prescribe rules under which kinds of property not specifically 
hereinafter enumerated may be placed in one or the other of the following 
classes, or in additional classes created py the board. 

Class A.—Brick or stone dwellings with roof of slate, metal, or other non- 
combustible material, when properly rodded against lightning. 

Class B.—Brick or stone dwellings with wooden roof, when properly rodded. 

Wooden dwellings with roof of noncombustible material, when properly 
rodded. 

Unrodded brick or stone dwellings with roof of noncombustible material. 

Class C.—Wooden dwellings with wooden roofs, when properly rodded. 

Unrodded brick or stone dwellings with wooden roof, 

Unrodded wooden dwellings with roof of noncombustible material. 

Granaries, corn cribs, and hog houses located not less than 100 feet from the 
dwelling, nor less than 50 feet from the barn, such buildings being properly 
rodded in all cases where the insurance applied for is $200 or more. 

Live stock not pastured during the summer months except where all fences 
are properly grounded. 

Class D.—Barns properly rodded. 

Unrodded wooden dwellings with wooden roofs. 

Granaries, corn cribs, and hog houses located nearer the dwelling or the barn 
than as specified for Class C, or lacking the lightning protection required for 
that class. 

Live stock pastured during the summer months where fences are not properly 
grounded, 

Class H.—Unrodded barns and other property deemed to be of similar hazard. 

(b) INITIAL PREMIUM RATES* AND BASIS OF ASSESSMENT.—The rates of initial 
premium for the various classes of property shall be determined by the board of 
directors, and shall be so adjusted as normally to cover one year’s cost of in- 
surance together with a reasonable contribution to the reserve. Assessments 
shall also be determined by the board, shall be based on the initial premium, 
and shall constitute a fixed percentage thereof, being equai to, greater, or less 
than 100 per cent, as the needs of the company may require. 


Src. 15. Losses. 


(a) PREVENTION OF Loss.—It shall be the duty of the insured to cooperate 
with the company in making his property as safe from loss aS may be reason- 
ably possible. In case of fire he shall-use his best endeavors to save his property 
and to protect from further damage such parts thereof as are not destroyed. 

(b) Notice oF Loss.—A member incurring a loss shall immediately notify the 
company, and the latter shall promptly provide for the adjustment of such loss. 

(c) STATEMENT OF LOSS.—iIt Shall be the duty of the insured, when so re- 
quired by the company, to make a complete and sworn statement of the loss in- 
-eurred by him. Such statement shall include a complete list of the property 
‘lost or damaged and the value thereof before the loss occurred, and shall in- 
dicate the time of the loss, the member’s knowledge or belief as to the cause 
of the loss, and if by fire, his knowledge or belief as to how such fire originated. 

(d) SETTLEMENT OF DISPUTED CLAIMS.—In case of disagreement between the 
adjuster or adjusters and the member sustaining the loss, the company and 
the insured shall each select one person, not an officer or director of the com- 
pany nor a relative of the insured, and the two so chosen shall select a third. 
These three shall constitute a board of arbitration, and their award shall be 


_1Suggested rates for the classes of property above outlined may be found in the appli- 
cation form (p. 30) under ** Summary.” 
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final and binding upon both parties... The members of the board of arbitration 
shall be compensated on the same basis as is provided for directors, and the 
costs of this board shall be borne equally by the company and the insured. 

(e) CoMPANY MAY REPLACE OR REBUILD.—The company reserves the right to 
repair, rebuild, or replace any building or other property damaged or de- 
stroyed: Provided, That such repaired, rebuilt, or replaced property shall be of 
2 value equal to that of the insured property immediately before the loss oc- 
curred. 

(f) PAYMENT OF LOSSES.—Losses shall be paid within 60 days after the date 
of adjustment. ; 

Sec. 16. Reserve. 

It shall be a part of the working pian of this company to build up and to 
have on hand a reserve fund of three-tenths of 1 per cent (3/10%) of the in- 
surance in force. 

Sec. 17. Amendments. 

The by-laws of this company may be amended by a three-fifths vote of the 
members present at any annual meeting or any regularly called special meet- 
ing (a quorum being present), provided notice of the intended amendment has 
been given in writing to the secretary in time to be included with the notice 
of such meeting, or provided the submission of such amendment was proposed 
and approved by a majority vote at the previous annual meeting. It is specifi- 
cally provided and agreed that any amendment so passed shall immediately 
upon its passage affect and become a part of all outstanding policies, as well 
as of those issued after such amendment is made. - 


1 The provision in regard to the force of the action of the arbitration board, though in 
general use by existing companies, may in some States have to be omitted because of 
conflict with State laws. 
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Form for outside of application: 


Number 


APPLICATION 
for 
Insurance in the 


FarMERS’ Mutua 


Fire InsuRANCE ComMPANY 


Address. 


Amount of insurance 
Poiicy fee 
Initial premium 
Total 


Agent’s approval: 


This application has my approval. 
Full or conditional. 


Signed 


Note.—If your approval is conditional, be sure to give your 
reasons in a letter to accompany the application. 


filed 


Officially ee and ordered |, seat 


Abd Ghissess: 


30 


Form for application. 
APPLICATION. 


I, the undersigned, owner of the property hereinafter enumerated and described, located on the 
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3 


4 of thee tot section 22-- Of 2s. -e township, ....-- County, in the State of ...... , hereby apply ia 
the ————~— Farmers’ Mutual Fire Insurance Company for insurance on said property in the respece 
tive sums indicated, said insurance to be in effect from the ...... Gays Ofmeresee , 191.., at noon, ta 
Gheses..< GayxOlteriiercc , 192.., at noon. 
7 Insur- | 
Value. ace ne 
Dwelling built of ...... , With s2.5.3 POOL, ieee pOpair; TOME face ees seer ee ee eee ae | oe ts 
Household goods in dwelling BAA SAE AS en pe Sa scSouoeaEnapesocaae Suaccmoersclosccaaséedlasouodsonclsa-es- 
Wearing apparelin dwelling. .--...-.-..-.--.+------2+ +022 eee e ee eee ee ee ee] eee e ee ee] eee eee] ee eee 
12 oar cai hy Keb bho ga nrc Sane ao ose GoddGO Nb UGE ao Senco 5500 Conds 700550 bono co oosG|Ssodatesccilessace 
Musical instruments in dwelling, as follows:..........220...2200eeeeeee ee eeeee Sea CS ee gee | eee 
Summer kitchen ’.-. ft. by ....ft.,....4t. posts, im... repair) 8 ee Jue sl tense 59) se eeet et agent 
Wood house .... ft. by ....ft., .... mitt posts, in .... repair.....-..--.--------|20 2-222 -e-| 2 fee eee 
Granery built of ....-. awit hie sate roof,in...... repairsrodded? 2.2.) 1ch.05 het oa eee ee 
Contents of above-mentioned granary <-22. 34s = ace aise eee eee Eee ene Eee eer te eee eee See 
Com crib .... ft. by ....4t., -... it. posts, im. .2 onepalr:s.05- 5 ye seeks Gl ue el (ee 
@ontents of above-mentioned corncrib ©: 2 sus 2c dak seca eet meee ert ee ee 
omhouse / 6) ttibys, . tt ck.c ft. posts, im... repairs... 22s. s sees) ceseeeeee| eee ooo 
Machine shed «<p. Sak ok .c See Ee aC eee eee ie ae sieeeteel |e Betas Senne ope 
Harm imi plementsiand Cools <7. .5) «ore ciao: 3 wie ye ie sape ea retw oyeam = oye ae ee aera tee eee eae eee ele 
Wagons; carriages, ‘and harness: . 2... soso 2 one watts eyes eel oe ere ater | Ge ere | eee 
liorsesiandanulless mum ber 2: ses pelea Nels ape ree ests ie er ete tore ere ere oer oe | een ee a 
Cattlesmum bereersec asnat cece cc cranclepsiseecine ieee eee Ceeee ore Dane ee area eiven [eee no etns ne Seatac eee 
Barn built of ......, with ...... roof, in....... repairsmodded?s +5 se 0s gt | nes ee 
Hay and grainin above-mentioned barn.-.......... in orn sechavara mist aia ota alte & Scie eal | aetacera aes | SSeS oe oe | eee 
Silo with contents, diameter .... it. , height .. Bilbo 08 gine e FOP AG sis Seas eee ee ee 
Boel bal daswu cow cs des vs suid sliwoal ye aleu'aachucguls U0 SAVIN SOIR 5 ilies ie ee ep net 
| 

Further descriptions: ; SUMMARY. 
Dwelling—main anh; sc. wtb sys -hG- afte DOStS ser se hore built 

Ime re ; with wing or attachment .... ft. by . ft. posts, 

bwlitgin essere ; finished rooms ...., unfinished rooms . ; foundation Tnsur- ae 

ieee - number of chimneys ....; material ......, resting how? ...... ance by Class Initial 

are stove pipes properly insulated where passing through partitions or class, | 2nd rate. |premium. 

ceilings? ...... ; disposition of ashes ...... ; lighting system ...... ; 

occupied by ....... 
Granary—main part, ....ft. by .... ft., Gs este) Puilt ny sees : N 15 

with attachment or lean-to .... ft. by .... ft., .... ft. posts, used for |--------~~ 5 ee 
J ae eee ey me ai Ce ae 

attachment, or lean-to .... ft. by -... ft., .... ft. posts, used'for .). 25... 92242993 | is Rag ae 

ee a | 3 eae S| VET eee 

Iaasoconocc Pee MO} HEY ASE Sees Se 5)! 


I hereby accept and subscribe to the articles of incorporation and the by-laws of the 


Farmers’ 


Mutual Fire insurance Company, and in consideration of the above- stipulated insurance bind myself, 
my heirs and assigns, to pay my pro rata share of all losses and legitimate expenses incurred by said 


company while said insurance remains in force. 


Signed: 


Dated this 


Address. 


I also affirm that the valuations, statements, and 
descriptions given in this application, are to the best of my knowledge and belief, correct. 


ear | 


| 
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Form for diagram of farmstead, to go on application: 
DIAGRAM OF THE FARMSTEAD. 


Assuming the dwelling to be located at the point so labeled, indicate the 
location of the other buildings on the place in a similar manner, giving the 
distance from the dwelling and from each other. Buildings not insured, if 
any, should be indicated by means of a cross over the square, thus: K 


IN: 


W. . | oO RB. 


Dwelling. 
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Form for outside of policy: 


NOs ee 


POLICY 


Farmers’ MuTruau 
Firs Insurance Company 


(6) eee ea te te Mea 


EES OSes ee eas So IE LD SOY NCEE a Mh ae 2 
OPS sn RO et ane ee a SR aaa aes 
Policy fee, Pesce 
Initial premiuin, 2 RRS 
RO GAL yc tpl te ene Reena 
| 0s x: (> ileal rn none ana My el poe Se ke Se ee TO 


Application taken by 


Amount of insurance, S 
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FARMERS’ MUTUAL FIRE INSURANCE COMPANY 


LOCATED AT 


In consideration of the agreement contained in the application and of .._... dollars ($.__... ), duly re- 
ceived. does insurers 25. 222 --5<% Of eee , Subject to the provisions of its by-laws, fora termof.._... 
Name of Hoey hte Addre 
years, from the ...... GayiOfs. sane 7 ite vat noon, to the ...... dayrot 232 - , 192.., at noon, against all 
Girect loss or damage by fire or lightning, except as in said by-laws provided, to the hereinafter-described 
BRODY , located on the ...-... rs of thes. oe - + of section. ..... ORES 32 township, ...... county, State 
r Tnsur- | 
Value. ; |Class 
ance | 

| ee 
Diwellunondescnibediandundicatedinappucatomar ie mscsios- Joss osc neces esas es eo leew eee aes | 
Fo useholdseoodsam diwellim eee eee eee ein ee tints ine Sete easiness aiel| Maeda well ae icoas sate lene 
Wearing apparel in dwelling mS OOS Sb At CESS SE Se GS a ieee es rare oE te | eg ee (ec | eect 
Provisions THUG nO Me i a NS CAS eas a Nett er ce | 
Musical instruments in GiwellingerasHollow Sete serene sores see ee eee eee Al nae eee reef Roses fos owns 
ae eee A ara aye ua er ee tee uae oy Sf Sekai ene oe plat iaia eiceeis CiMelede «clas othe wiecihaes agement 
Summer kitchen, described and indicated in application..........2...........|.....2222-).0222----- Pate | 
Woodhouse, described and indicated in HOVE ALOIS es Nae Se iS icc acueh Sie (eas aca aN te | cael Oe {eens 
Granary, described and indicated in application......-._........2..-....-....|_...--.---|....--...|.-. 0. 
Contentsiohanove-emWoOued eran aKye ingests =o sin e sine ieee oe isles oo se oe eee (acing ne valence ec 
Cornerib, described and maeedeal MoplcanGneee we te Medes ec le i 
Contents Ola boOv.e Meninione diCOLN Chi Dessert see ee ee aoe ae ee Saeee Aen ese arereme | eeieieren | 
Hog house, described and indicated in application..............:........---0.|...-.2.-..|...-- 22s _lose eee 
IGGREITEG SC sas saw Sor ses cA See ae cess as lis sg Ea te eed 1 et Oat Se aR | 
IDDINEE TCT CUS SENG OOS (SSE Sea = Saree oo dadr ar sae c pee aoe son- no ocee eal hea Sekee | eee pena ie acer 
VVOROIMS: CAIDHCOS: PyaGl INR IMIe SSS Gags. Soeec Cae aoe ee ae ee ee ars eerie eens el | a rp nee Ieee 
Horses and mules, OHH CG YS) ra See Oe A ere es ae ee re RS ee eee ences ae el (Ate fared a (oc eee 
CactlerenuEMbe neater pone eee Saas aise Soe <n See elo oeenie S's che meee sie Nee eel ae ee ee ee 
Barnwcdescribed andandicated in application 100200...) 25-2 scn cso es ecg e es ee slceec tee look 
Hay and CHAMPA HO VEe=IMEM EI OMe CED ALM rere eiS ech tee ilo Serie airs ell ae ae Screl| ru seas es Alle sees iae tell eave 
Silo with contents, described and indicated in application....:.5..2.2- 2222-22 2\-22.5.2..-|b22.- 22 eee ee eee 

SUMMARY. 

| | 

Tnsur- F | Initial 
Class | 
ANCOR Yana |  pre- 
class, | 22¢ ee | mium 


Parte es pei oNN ten een 
ee ae € ROA a eee em eat 
a tot te | D BOOS Moe eee 
rea eee a 1D; 4 (i; | Seaeceeee 
So | ef eset ee fe Wotalse|eaes ste 


And said company promises and agrees to indemnify the insured against loss or damage from the above 
mentioned causes, in the amounts above specified, not exceeding a total sum of $ ...... , Nor in any case 
exceeding the cash value of the property immediately before the loss or damage occurred. 

In witness whereof the Farmers’ Mutual Fire Insurance Company has executed'and attested this 
policy on this Gay of 1O1es. 


eeeeee UGY UL Lc. ee ey 


BCC OCD DOOODME COS CESS SOO ECO ODOR ECO OOS O DOD 


Secretary. 
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Form for assignment, to go on policy: 


Notice.—No assignment of this policy shall be valid until approved by the 


company. 
ASSIGNMENT. 


For value received, I hereby transfer, assign, and set over unto ______ 
assigns all my rights, title, and interest in this Policy of In- 


Sn Ghia ees 
surance, and all benefit and advantage to be derived therefrom. 

Witness my hand: this. === sdayeore 2 Sa. a1 1 per 

Approved at ~--___ GHIS= 222 Gaye Oho near se Tine 


, Secretary. 
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